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PENDING PROBLEMS. 

BT THE HON". ALBION W. TOUB8EE. 



Thbbb problems present themselves with which the incom- 
ing administration will have to deal without delay, that are 
unique in our political experience. First, it will have to provide 
means to meet an actual and serious deficit in revenue which 
cannot wait for the slow remedy of an uncertain tariff law ; seo- 
ond, it must provide some means by which the Treasury will be 
secured from any special demand for gold that may arise on 
account of financial conditions either at home or abroad ; and, 
third, it must find some way of relieving our currency from the 
anomaly of the so-called " silver certificates," which are really 
promises to pay the holders silver dollars which are worth some- 
thing less than fifty cents apiece. These three things are tasks of 
such emergent character that no one professes to believe that 
they can be avoided or even delayed for any considerable time 
with safety to our national finances or the interests of the Repub- 
lican party. 

The actual deficit at the date of Mr. McKinley's inauguration 
will probably amount to $40,000,000, or thereabouts. It is 
difficult to ascertain its exact amount because of the policy which 
has been adopted of holding back the pavment of appropriations 
made and the stoppage of work provided for by law, in order to 
apply the sums which would be required for them to other and 
more exigent needs. No objection can be made to such a course 
— it is, in fact, inevitable when an actual deficiency of revenue 
exists ; but it is admitted that the deficiency now amounts to 
about $36,000,000, and there is no probability of its being re- 
duced in the interim between the present and the fourth of 
March next. On the contrary, it is almost certain to be increased. 
Two remedies have been proposed for this condition of affairs : 
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The one is the passage of the tariff measure now pending before 
the Senate, known as the Dingley bill, by the present session of 
Congress, in order to save the delay and the tendency to hasty 
and incomplete tariff legislation at a special session. As a remedy 
for the present deficiency, this plan is wholly defective. The 
Dingley bill at the best could only stop the increase of the defi- 
ciency and would of necessity leave the existing deficit unprovided 
for. The other plan consists merely of leaving the whole matter 
to be provided for in a tariff law to be enacted at a special session. 
This view is objectionable to those who realize the necessity of 
retaining the support of the gold Democrats and understand that 
this would naturally be imperilled by hasty and extreme action in 
regard to the tariff. 

A similar difficulty presents itself in connection with the cur- 
rency. No one questions the fact that the present situation is 
intolerable. In effect, the government is likely to be called 
upon at any time to pay gold for all the United States notes and 
all the coin treasury-notes, that may be outstanding at any 
particular time. These amount to about $480,000,000, or more 
than four times the gold reserve. Of course, any considerable 
rise in the price of gold, resulting either from commercial condi- 
tions in this country or political conditions abroad which might 
increase the rate of exchange, would at once cause a repetition 
of the process by which the gold reserve in the Treasury was 
lately reduced perilously near the vanishing point and the bonded 
debt increased $262,000,000 to prevent such result. While it is 
true that a part of the gold received through tbe sale of bonds 
was undoubtedly used to make good a deficiency of revenue, it 
was made evident to every thinking man that no financial skill can 
keep gold in the Treasury while the demand-notes of the govern- 
ment remain in circulation, and while for any reason whatever 
people happen to prefer gold to such notes. Under present con- 
ditions, greenbacks and treasury-notes are sure to be presented 
for redemption, whenever gold is worth a premium, either for 
domestic use or for export ; and there being no legal means of re- 
plenishing the gold in the Treasury except by borrowing, new 
loans must be made and new bonds issued. Everyone is agreed 
that the government should not be left exposed to such a contin- 
gency a moment longer than is absolutely necessary to enact pre- 
ventive measures. 
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But just here the question arises, how can such a contingency 
be prevented ? The answer is evident to a child's comprehension. 
The means by which such result is likely to be effected must 
be destroyed. What is the instrument by which the gold is likely 
at any time to be drawn from the Treasury ? The demand notes 
of the government — the legal-tender promises to pay which if the 
government does not redeem on presentation, the currency of the. 
country must at once depreciate. The Treasury cannot pay $480,- 
000,000 of demand notes, with $110,000,000 gold reserve, any more 
than an individual can pay four dollars of debt with one dollar 
of money. It must either borrow to meet the demand or put its 
indebtedness in some form so that no more can be demanded at 
any particular time than it is able to provide gold to meet. 

To effect this two plans have been proposed ; first, that the 
indebtedness represented by the present demand-notes of the 
government be placed in the form of long-time bonds, and these 
be taken by associations which shall deposit them as security for 
an equivalent amount of bank currency, thus more than trebling 
the volume of our present national-bank issues. To this plan, 
there are many and evident objections. (1.) It would greatly and 
dangerously reduce the volume of our legal-tender currency, so 
that in case of a commercial panic the only debt-paying currency 
would be gold and our depreciated silver coins. (2.) In such 
case, the banks being forced into liquidation as they are likely to 
be at any time, the government would be compelled to redeem 
their issues. In other words, the country would be furnishing the 
capital, and paying the banks a permanent bonus of $13,000,000 
a year, at least, for doing what it might do directly and much 
more securely for a third of that sum, and at the same time be 
compelled to provide for maintaining the credit of these issues as 
well as of its bonds. (3.) It would be extremely hazardous for the 
Republican party, after having denounced the present administra- 
tion for borrowing money to protect the gold reserve, to increase 
the interest account to such an extent at the outset, and at the 
same time restrict the volume of legal-tender currency to a like 
extent. To do so would in effect be to plead guilty to one of 
the most serious charges made against it in the late campaign, to 
wit, a purpose to restrict the debt-paying money of the country to 
gold coin, in the interest of the dealers in currency and specula- 
tors in gold. 
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Still more objectionable would it be, if in apparent imitation 
of other countries, these bank issues should be made legal tenders. 
In England, France, and indeed most European countries, the 
issues of the bank which is the final agent of the government are 
legal tenders. But in those cases, the bank is, in effect, a part of 
the government, controls its funds, pays its debts and both main- 
tains and uses its credit. Such conditions are impossible under 
our system. When the conflict came between Andrew Jackson and 
the Bank of the United States, the American people settled forever 
the question of relation between the nation and its banking in- 
stitutions. The party which should attempt to grant to any bank 
or system of banks the monopoly of legal-tender issues based on 
the credit of the government, would to a moral certainty pro- 
claim, thereby, its own death-warrant. The recent " campaign 
of education " has prepared the people for the intelligent con- 
sideration of this question and they will not accept the extension 
of the costly and unreliable bond-security banking system as a 
substitute for our present paper currency, unsatisfactory as that 
may be. Neither is there any probability that they will consent 
to the restriction of the legal-tender money by fully one-half its 
present volume, nor allow mere credit banks to issue legal-tender 
notes. 

The question then arises whether there is any other feasible 
method of preventing the legal-tender notes of the government 
from being used in any financial emergency to draw gold from 
the Treasury to the peril of the nation's credit. In an article 
published in the North American Review for October, 1896, 
the writer suggested another plan which has been very favorably 
considered by leading financiers, as well as by many other thought- 
ful persons in all parts of the country. The same was treated 
especially in its relation to the silver controversy at some length 
in a contemporaneous work, "The War of the Standards." 
The controversy which has arisen since the election and the mo- 
mentous character of the problems affecting our currency which 
will confront the incoming administration, make it proper that 
the Same should be considered somewhat more fully in relation to 
assured facts than it could be at that time when such conditions 
were hypothetical rather than actual. 

The distinctive features of the proposed plan consist of : (1.) 
The substitution of terminal legal-tender notes of the govern- 



42 THE NORTH AMERICAN REVIEW. 

ment for the present demand legal- tender notes, and, if found de- 
sirable, the silver-certificates also. These notes for convenience 
are designated bond-notes. (2.) The payment of interest at the 
rate of 1 per cent, per annum on the present non-interest-bearing 
debt of the United States. (3.) The restriction of the term of 
the proposed bond-notes to five years, in order that the accrued 
interest may never exceed 5 per cent. 

By this plan, such bond-notes would be at all times worth as 
much as gold; at the end of three years they would be worth %\ 
per cent, a year as an investment, and at the end of the fourth 
year they would be worth 5 per cent.j but they could never go 
any higher, and only one-fifth of the whole amount would com- 
mand this rate at any particular time. 

Oar present demand-note circulation consists, approximately, 
of United States notes (greenbacks) $346,000,000; coin treas- 
ury-notes $140,000,000—1486,000,000. To this, should be added 
the silver certificates, $340,000,000 more, which are really prom- 
ises of the government to pay a dollar, though the medium in 
which such promise is technically redeemable is now depreciated 
to about one-half the value of the present standard gold dollar. 
The defect of these certificates is that they are neither demand- 
able in gold nor redeemable in silver. No one can ask that they 
be paid in gold and no one is willing to receive silver in exchange 
for them. They hang like Mahomet's coffin midway between the 
heavens and the earth, sustained as a circulating medium only by 
the hope that the greatest debt-paying nation of the world will 
find some way to make them equivalent with the existing gold 
standard. In effect, they are simply promises to pay and are 
obnoxious, in a peculiar sense, to the objection of being an irre- 
deemable paper currency, mere fiat money which constitutes a 
permanent forced loan. This makes the actual amount of our 
paper currency now issued by the government and representing 
its non-interest-bearing indebtedness, about $825,000,000, of 
which somewhat more than two-thirds is legal-tender money re- 
deemable in gold on demand. 

In addition to this, we have something like $230,000,000 of na- 
tional bank-note currency, which is based solely on the credit of the 
government, being secured by bonds drawing on an average four 
per cent, interest, and having no other basis of credit whatever. 
This makes the whole amount of our currency which rests upon 
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the credit of the government about one billion dollars. Of this, 
practically one-half depends for its stability on the implied promise 
of the government to redeem it in gold as often as it may be pre- 
sented : one-fourth of it on the promise of the government to 
redeem the bank-notes whenever the banks fail to pay the same 
on presentation, and the other one-fourth on the belief that the 
nation's promise to pay a depreciated silver dollar will somehow 
be made equivalent to a good dollar. In order to keep the $500,- 
000,000 demand-notes at par we have maintained a gold reserve, 
averaging $130,000,000, lying idle in the Treasury for twenty 
years. In order to keep the national bank-notes at par we pay 
four per cent, a year on about $250,000,000 of bonds deposited 
to secure circulation. The $130,000,000 of gold reserve has been 
proven insufficient to keep the existing amount of demand-notes 
safely in circulation. To do so would probably require a gold 
reserve of at least $150,000,000. 

We have, then, this evident comparison of cost, between the 
three methods: To .provide $500,000,000 of legal-tender bond- 
note currency to take the place of the present legal-tender demand 
notes, under the proposed plan at one percent, a year, would cost 
exactly $5,000,000 annually. The cost of $150,000,000 gold 
reserve necessary to maintain the present amount of demand- 
notes in circulation, at four per cent, a year, would be $6,000,000 
annually; a balance of $1,000,000 a year in favor of the proposed 
terminal note currency, or $30,000,000 in thirty years. 

The cost of bonds to retire this $500,000,000 of demand-note 
currency would be not less than three per cent, a year on notes 
having thirty years to run. This would amount to $15,000,000 a 
year, or in thirty years $450,000,000 for interest alone. This 
shows a balance in favor of the proposed bond-note currency of 
$10,000,000 a year, or $300,000,000 during the life-time of the 
bonds. In other words, the proposed interest-bearing legal-tender 
currency will cost the country only five-sixths the amount neces- 
sary to keep the present demand-notes in circulation and only 
one-third as much as will be required to substitute bank-notes for 
the same. 

But this is not all. 

These bond-notes being divided into classes would make one- 
fifth of the whole renewable each year, with five years' interest on 
the same to be paid in gold. This would be equal to one per cent. 
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on the whole amount of the proposed currency and would represent 
the entire amount of gold that could be called for during any 
year in order to maintain such currency. It would, therefore, 
be entirely unnecessary to maintain a gold-reserve greater than 
the amount required to meet the possible liability of any fiscal 
year. If the whole amount of such bond-note currency were one 
billion dollars, the yearly payment would be $10,000,000, and it 
would be unnecessary to retain more than that amount as a gold- 
reserve to maintain the same. All the rest of the present gold- 
reserve would be at once available and might be used to meet the 
current expenses of the government, thus liquidating the present 
deficit and providing ample f unda to run the government until a 
carefully prepared tariff law could be put in operation, giving 
sufficient revenue, yet so adjusted as not to be burdensome to the 
business of the country. 

It was not intended, at the time the article referred to was pre- 
pared, to make this currency a substitute for the national-bank 
issues. A recent interview put forth by the Hon. Joseph H. 
Walker, Chairman of the Committee on Banking and Currency in 
the House of Representatives, in which he states with peculiar 
force the objections to the present national banking system, has in- 
duced the inquiry whether the proposed bond-notes may not with 
advantage to all partieB be substituted for that currency, the 
change being left optional with the banks themselves, which now 
make complaint that the issue of currency under present con- 
ditions is not profitable to them. 

Considering this plan, therefore, as applied to the whole of our 
paper currency, amounting to one billion dollars, its entire cost at 
one per cent, would be $10,000,000 a year, which is exactly the cost 
of one-fourth that amount of national-lank currency based, as it 
now is, on four per cent, bonds, even if issued to the face value of the 
bonds held to secure it. This comparison of cost would remain, 
even if the currency were supplied by a system of credit banks, 
because the interest on the bonds would be the same whether 
they were deposited to secure circulation or not. 

The chief advantages resulting from this course are, however, 
to be found in the following facts : (1.) It would eliminate all 
currency not of a legal-tender character from our circulating 
medium. (2.) It would leave to silver coin the whole field of 
small currency, under $5, that is, in accord with the experience 
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of other nations, and so find use for the silver coins now in the 
Treasury. (3.) It would be easy to keep every part of such cur- 
rency on a parity with every other part. The bond-notes, being 
payable in gold with interest in gold, would always be at par, 
since the payment of interest and the credit of the government 
would make them as good as its other bonds. The silver coinage 
being relieved from the burden of doubt created by the silver cer- 
tificates, would, as a restricted currency regulated by a natural 
demand, be maintained at parity without difficulty or danger. 
(4.) It would be a gold-standard currency which would require 
less gold to maintain it by at least three-fourths than the present 
demand-notes of only half its volume. It is evident, therefore, 
that the national banks may, in this manner, be not only safely, 
but very profitably, relieved of the function which they aver to be 
so unprofitable, and which Mr. Walker declares increases the 
rates of loans and discounts throughout the country by making 
it so difficult for them to pay a profit on their capital. Consid- 
ering the hardship which the issue of currency seems to impose 
on these institutions, this should be regarded as a conclusive 
argument in favor of the plan proposed. 

Again, the plan as outlined in the article referred to, contem- 
plates the payment of that part of the public debt represented by 
its present non-interest bearing promises to pay, in equal instal- 
ments covering a period of fifty years, or at the rate of $20,- 
000,000 a year. Even with this provision, the whole amount that 
could be drawn from the Treasury each year would be $30,000,000. 
So that more than $70,000,000 of the present gold reserve 
might be at once released and applied to the current expense 
of the government, a sum nearly double the existing deficit. This 
is a consideration of prime importance at this time, not only to 
the incoming administration but also to the financial conditions 
of the country. The elimination of the deficit would of itself 
be a fact that would strengthen the forces of good government, 
sound money and prosperity to an almost inconceivable degree; and 
this, taken in connection with the utter destruction of the cele- 
brated " endless chain," would do more than anything else to 
restore confidence in our financial prospect. 

Perhaps the most important feature of this plan, however, is the 
fact that it provides for an immediate increase of the legal- tender 
currency instead of a great and dangerous restriction of it. The 
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one really serious claim of the advocates of a double standard is 
that there is not gold enough in the world to serve the purpose of 
redemption money. The experience of the world goes to sustain 
this claim. Every gold-standard country has been com- 
pelled to resort to legal-tender paper currency in order to 
lessen the demand for gold, and the proportion of such 
legal-tender money to the gold reserves of such coun- 
tries has steadily increased since 1832, when the legal- 
tender quality was first conferred upon the issues of the Bank of 
England. The result is that gold is demandable in payment of 
debts nowhere in the British Isles except at the Bank of England. 
Her notes are legal-tender for all debts and all other banks clear 
in them and hold them as reserves. As a consequence, a much 
less amount of the money of ultimate redemption is required. 

The bond-note provided for in this plan goes a step farther in 
the same direction ; that is, it reduces the amount of redemp- 
tion money required to hold stable a specific amount of paper 
currency. In order to keep stable a constantly redeemable cur- 
rency of one billion dollars, there would need to be a gold reserve 
always available of at least $300,000,000. This amount would 
have to be kept practically useless and withdrawn from actual 
circulation in order to forestall a possible contingency. By 
applying the principle of terminal redeemability to legal-tender 
paper currency, this vast reserve of idle redemption money be- 
comes unnecessary, and it is left free to serve its legitimate 
function in the liquidation of international balances. Even 
upon a liquidation schedule of fifty years, thirty million dollars 
a year of gold would be all that would be required to keep a bil- 
lion dollars of legal-tender bond-notes always at par with gold. 
Why ? Simply because that amount would suffice to meet the 
stipulation of payment and liquidate the pledge of interest. 
This would be equivalent to a constant enhancement of the cur- 
rency of $250,000,000 ; that is, this sum in gold would be 
released from service as a reserve necessary to keep the rest of 
the currency good. 

While such currency would always be worth as much as gold, 
so long as the credit of the government remained good — and 
whenever that shall fail bank-issues based on bonds and those 
based on the credit of her citizens will likewise depreciate— and 
would during a part of the lifetime of every such bond-note be 
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worth more than gold, this period would not be so great as to pro- 
duce any harmful constriction of the currency if, indeed, it had any 
such result. The term of these notes being five years, one-fifth 
being renewable each year with accrued interest, no one would 
care to invest in them until the close of the third year, so long 
as money was worth three per cent., while during the fifth year 
every person would be anxious to secure them in order to get the 
accrued five per cent, at the end of that year. This would bring 
gold into circulation to pay for them. In other words, one-fifth 
of these legal-tender bond-notes would be regularly hoarded 
instead of gold, which would thereby be released to perform the 
functions of currency. 

The fact should not be forgotten that this plan provides a 
financial harbor of refuge for the ship of state which is at once 
easy of access, perfectly secure and easy to leave, whatever way 
the wind may blow. In no event can the country receive any 
detriment by its adoption. Viewed in the most unfavorable 
aspect, it would be merely a funding of one billion dollars of 
debt at one per cent. ; surely not an unprofitable transaction, in 
itself. If at any time it should appear desirable, this could easily 
be refunded on the terms proposed as essential to the establish- 
ment of either a credit banking system, or one based on the 
deposit of bonds to secure circulation, since one per cent, bonds 
can always be exchanged for three or four per cent, bonds with- 
out sacrifice. Being renewable every five years they could be 
called in one-fifth each year, and such disposition made of them 
as might seem desirable, without shock to our financial system. 
The ease with which this system may be adopted should also not 
be left unconsidered. The Secretary of the Treasury has only to 
be authorized to issue interest-bearing bond-notes for non-interest- 
bearing promises to pay. Of course, every holder of the latter 
will be glad to make such exchange. The result will be to 
give us immediately a currency composed of gold coins, the 
silver coins now in circulation, and paper currency, every 
dollar of which will be legal tender, and every dollar of 
which will be and remain at par with gold, without any legis- 
lation or any bracing influence whatever. Even if any other 
plan should ultimately be adopted, this offers the best and 
simplest method for effecting the transition. It leaves the use of 
silver as a restricted coinage to be determined by demand, 
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though if no bond-notes were issued in denominations under five 
dollars, the demand for its use as change would be greatly en- 
hanced. 

It should not be forgotten, either, that this plan is in harmony 
with the trend of thought among the American people. The 
grant of privilege to issue currency for profit is of itself ob- 
noxious. It savors too much of favoritism and monopoly, which 
are the insidious but mortal enemies of equal right and just op- 
portunity. Any system that should ignore this popular senti- 
ment and in any manner farm out the power of the nation to 
regulate the currency to individuals or associations as a means 
of profit-making to such individuals or associations, would not 
only invite popular reprehension, but would make itself liable 
to exactly the same aspersions as have been so freely showered 
upon the advocates of the unrestricted coinage of silver, to wit : 
a design to control and use the powers of government to pro- 
mote the interests of a class. Instead of giving the profits re- 
sulting from the grant of privilege to supply a circulating me- 
dium to individuals or corporations, this plan distributes the 
same equally between all users of currency. It does away, too, 
with the obnoxious principle of immunity from state and munic- 
ipal taxation, which must always constitute an essential element 
of any banking system under federal control. 

To recapitulate, then, we have shown that the proposed system 
of bond-notes will effect the following results, which are of prime 
importance to the success of the incoming administration : 

It will eliminate the existing deficiency and furnish a suffi- 
cient surplus to meet expenses until the requisite tariff changes 
can provide a sufficient revenue. 

It will smash the " endless chain" and permit the Secretary 
of the Treasury to regard with entire indifference the fluctuations 
of the money market. 

It will immediately enhance the currency by releasing at least 
three-fourths of the gold reserve. 

It will practically double the amount of legal-tender money 
and will free the whole currency from suspicion by making every 
part equal in value with every part. 

By making a part of our paper currency all the time better 
than gold, it will be sought as reserves by institutions required 
by law to maintain reserves, and by persons holding money for 
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speculative opportunity or other purpose, and so put gold into 
circulation. 

By avoiding the necessity for bank reserves it will leave gold 
free to perform the more important function of liquidating inter- 
national balances. 

Instead of granting favor to a class, it makes the whole 
people the nation's creditors and gives to all, users of currency an 
equal opportunity to participate in the advantages resulting from 
its issue. 

It will avoid all semblance of fiat money and all taint of a 
forced loan. 

It will take the government wholly out of the brokerage busi- 
ness and remit the banks to their legitimate business of loans and 
discounts. 

It will relieve the national banks of the burdens under which 
they groan and which they consent to bear only out of patriotic 
regard for the public welfare. 

It will avoid even the appearance of putting the control of the 
currency in the hands of a class. 

It will obviate the difficulty that is apt to be experienced with 
bank-currency, which is withdrawn from circulation when most 
needed, andis most abundant when least required. 

It combines the advantages of a better currency with a more 
manageable indebtedness. 

It offers an opportunity to refund our bonded debt at one- 
third its present rate. 

It applies to the national, debt the universal principle that a 
terminal obligation is more easily met than a demand obligation ; 
and to our currency another universal principle, that interest and 
certainty of payment enhance the value and ensure the stability 
of all promises to pay. 

It may not be an absolute panacea for monetary stringency, 
but it will never lend itself to increase financial panic. 

It is new only in the sense that it applies our financial ex- 
perience in the past to our existing financial conditions, and in- 
stead of retiring the legal-tenders immediately at a cost of four 
per cent, a year, provides for their amendment and gradual pay- 
ment at one per cent. 

Albion W. Tourgee. 
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